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BACKGROUND OF THE INVENTION 

A. Field of the Invention 

The present invention relates to a process for creating investment securities from 
pools of residential mortgages. More particularly, the present invention relates to a data 
processing system and method that (i) analyzes the risk elements of interest-rate 
derivatives and mortgage pools, (ii) structures floating-rate securities from interest-rate 
derivative and mortgage pool components and (iii) administers the resulting securities. 

B. Description of the Related Art 

A pool of fixed-rate mortgages, by itself, can be undesirable as an investment 
because of the possibility of prepayments. A borrower on a residential mortgage 
generally can pay the balance of the loan at any time ("prepay") without substantial 
penalty or with no penalty. If this happens, an investor in the mortgage pool must find 
an alternative investment for the amount prepaid. Moreover, mortgage borrowers are 
more likely to exercise their prepayment options at times when interest rates are low. 
Thus, the investor likely will have to reinvest the mortgage prepayments at rates of 
return less than the rate of return on the original investment. 

The prepayment characteristic of a mortgage pool destabilizes its market value. 
A decline in interest rates causes an increase in the mortgage pool's prepayments, 
magnifying the reinvestment problem and negatively affecting the value of the mortgage 
pool. A rise in interest rates causes a decrease in prepayments, locking investors into a 
below market-rate investment. Moreover, this negative effect of prepayments on value 
is difficult to predict. As a result, some investment accounts have policies prohibiting or 
limiting the acquisition of mortgage pools. 

The destabilizing effect of a mortgage pool's prepayments can be reduced by a 
variety of methods, including transforming part of the pool's cash flow into a floating-rate 
bond. A floating-rate bond is one with an interest rate that is reset periodically based on 
an index and that varies directly with changes in the index. When a floating-rate bond is 
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carved out of a fixed-rate mortgage pool, the remaining cash flow has an interest rate 
that varies inversely with changes in the index. This remaining cash flow sometimes is 
called the companion inverse-rate bond. A commonly used index for floating-rate bonds 
and companion inverse-rate bonds is the arithmetic mean of the London interbank 
offered quotations for Eurodollar deposits with a maturity of one month ("LIBOR"). 
Typically, the rate is reset on a monthly basis. 

The interest rate on a floating-rate bond usually has a minimum value or "margin" 
and a maximum value or "cap". The margin and cap are set so that the floating-rate 
bond sells at or close to a price equal to the bond's principal amount (a price of "par"). 
Since the interest rate on a floating-rate bond is reset monthly to current interest rates, 
the floating-rate bond maintains its par value in the secondary mortgage market, unless 
the rate is constrained by its cap. This market value stability makes a mortgage-backed 
floating-rate bond suitable as a money market investment. Institutions have substantial 
sums that may be invested for short periods of time, provided the sums can be invested 
in instruments that will retain their value and are easily liquidated. These sums 
ordinarily are not invested in mortgage pools for the reasons discussed earlier. 
However, they may be invested in mortgage-backed floating-rate bonds. By and large, 
investors in money market instruments are indifferent to prepayments on the underlying 
mortgage pool because the prepayments easily may be reinvested on terms 
comparable to those of the original investment. 

Traditionally, mortgage-backed floating-rate bonds were issued entirely by Real 
Estate Mortgage Investment Conduits ("REMICs") formed under §§ 860A-860G of Title 
26 of the United States Code (the "REMIC Rules"). Under the REMIC rules, fixed-rate 
mortgages were contributed to a REMIC pool as trustee and payments on these 
mortgages were allocated disproportionately to bonds issued by the REMIC, including 
floating-rate and companion inverse-rate bonds. As a practical matter, the kinds of 
disproportionate allocations required to transform fixed-rate mortgages into floating-rate 
bonds must be made under the REMIC Rules. 

Although the traditional method of issuing floating-rate mortgage-backed 
securities adds value, the method is inefficient. The REMIC Rules focus on defining a 
tax methodology for the disproportionate allocation of mortgage payments. In 



accomplishing this, the REMIC Rules incidentally impose significant economic 
limitations on the creation of floating-rate bonds. In particular, the REMIC rules 
materially limit the use of interest-rate derivative instruments. 

SUMMARY OF THE INVENTION 
The present invention takes as its starting point the traditional REMIC floating- 
rate/inverse-rate structure. In this structure, the principal and interest cash flows from a 
pool of fixed-rate mortgages or mortgage securities ("mortgage assets") are allocated 
dollar-for-dollar to the floating-rate ("FLT") and inverse-rate ("INV") bonds. 

As principal payments are received on the mortgage assets (typically each 
10 month), every dollar received is used to pay down the principal balances of the FLT and 
INV bonds, in each case in proportion to their balances. Therefore, the respective FLT 
and INV balances remain constant in relation to each other, and their aggregate 
balance equals that of the mortgage assets at all times. 

Interest payments received on the mortgage assets are allocated to the FLT and 
15 INV bonds based on their interest rate formulas. These formulas are derived so that 
every dollar of interest received will be passed through as interest on one or both of the 
bonds. Interest payments are calculated by applying the applicable per annum interest 
rate to the principal balance of the bond, as reduced from time to time. The FLT bond's 
interest rate increases as the reference index rises, while the INV bond's interest rate 
20 decreases. On a dollar basis, the two offset each other precisely « an increase in 
interest payments to either is matched by an equal decrease to the other. Chart 1 
shows an example of the traditional REMIC FLT/INV structure. 

Chart 1 

Principal balance Interest rate Minimum rate Maximum 

rate 

Mortgage assets $100,000,000 6.5% 6.5% 6.5% 

FLT $ 76,470,588 LIBOR + 0.35% 0.35% 8.5% 

INV $ 23,529,412 3.25 x (8.15% - LIBOR) 0.0% 26.4875% 
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In this example, the FLT and INV interest rates vary at all levels of LIBOR from 0% 
through 8.15%; at 8.15% LIBOR and higher, the FLT rate is at its maximum and the INV 
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rate is at its minimum. Their weighted average interest rate is 6.5% (the interest rate of 
the mortgage assets) at all levels of LIBOR. 

The FLT bond typically is structured to sell at par, whereas the INV bond typically 
sells at a discount. Therefore, if the principal balance of the FLT bond can be increased 
and that of the INV bond can be reduced, their aggregate value will be higher, other 
factors being held constant. According to the principles of the present invention, a more 
efficient structure can be created under appropriate market conditions by introducing a 
derivative contract. Extending the example in Chart 1, we begin by creating the 
following REMIC FLT/INV structure represented in Chart 2: 



Principal balance 

Mortgage assets $100,000,000 
FLT $ 92,857,143 

INV $ 7,142,857 



Chart 2 
Interest rate 

6.5% 
LIBOR + 0.7% 
13 x (6.3% -LIBOR) 



Minimum rate Maximum 



6.5% 
0.7% 
0.0% 



rate 
6.5% 
7.0% 
81.9% 



15 



20 



LAW OFFICES 

Finn ec an, Hender2$, 
Farabow, Garrett, 

S DUNNER, L.L.P. 

1300 I STREET, N. W. 
WASHINGTON, DC 2O0O5 
202-408-4000 



Now the FLT/INV interest rates vary at all levels of LIBOR from 0% through 6.3%. As in 
Chart 1 , their weighted average interest rate is 6.5% at all levels of LIBOR. 

Next, the derivative contract (a so-called "corridor exchange") is added to this 
structure. Under this type of contract, Party A "swaps" interest payments at a fixed rate 
with Party B in exchange for interest payments at a variable rate within a relatively tight 
index corridor, or set of limits. For example, assume the FLT bond is Party A; it gives 
up interest (on its principal balance) at 0.35% to Party B, a financial institution. This 
effectively reduces the FLT bond's margin from 0.7% to 0.35%. Party B, in exchange, 
pays interest (on the same balance) to the FLT bond at a rate equal to: 

LIBOR - 6.3%, but with a cap of 1 .85% 
Party B pays no interest if LIBOR is 6.3% or lower, 1 .85% interest if LIBOR is 8.15% or 
higher, and interest at a variable rate if LIBOR is between 6.3% and 8.15%. Party B's 
payment effectively permits the FLT bond to receive increasing interest payments above 
its otherwise maximum rate of 7.0%. 



Therefore, by combining the corridor exchange and the structure shown in Chart 
2 within an investment trust, the following structure represented in Chart 3 is created: 

Chart 3 

Principal Interest rate Minimum rate Maximum rate 
balance 

Mortgage $100,000,000 6.5% 6.5% 6.5% 

assets 

FLT $92,857,143 LIBOR + 0.35% 0.35% 8.5% 

(i.e., LIBOR + 0.7% - {i.e., 0.7% - {i.e., 7.0% - 0.35% + 
0.35%) 0.35%) 1.85%) 

INV $ 7,142,857 13 x (6.3% - LIBOR) 0.0% 81.9% 
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The FLT interest rate varies at all levels of LIBOR from 0% through 8.15% (as in Chart 
1), and the INV interest rate varies at all levels of LIBOR from 0% through 6.3% (as in 
Chart 2). Their weighted average interest rate varies from 6.175% (if LIBOR is 6.3% or 
lower) to approximately 7.893% (if LIBOR is 8.15% or higher). 

As Chart 3 shows, the invention results in a FLT bond with the same interest rate 
formula as the traditional FLT bond (Chart 1) but with a higher principal balance. 
Therefore, its value is significantly increased. Under all market scenarios where this 
increase exceeds the reduction in value of the INV, the addition of the fixed-for-corridor 
exchange enhances the combined value of the FLT/INV bonds, increasing the efficiency 
with which the bonds are issued. In the present disclosure, classes of floating-rate 
bonds that are structured in this way are referred to as "efficient floating-rate classes " 
or "EFCs", and series of securities that include EFCs are referred to as "EFC Series". 

Chart 3 shows an exchange of fixed-rate payments for corridor payments and an 
integration of the corridor payments into the FLT bond payments. This exchange 
illustrates an advantage of the invention over traditional FLT bond structures. As 
discussed above, payments within the traditional structure flow only one way; from the 
mortgage assets to the FLT and INV bonds. With the structure shown in Chart 3, 
payments can flow both ways; both to and from the FLT bond. When LIBOR exceeds 
6.65%, Party A receives net payments from Party B under the corridor exchange 
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(LIBOR - 6.3% received, minus .35% paid). However, when LIBOR is less than 6.65%, 
Party B receives net payments from Party A. By expanding one-way payment securities 
structures into two-way payment structures, the issuer obtains added flexibility and can 
be more responsive to market conditions. This allows the issuer to create its securities 
more efficiently. 

Chart 3 also shows how investment trusts can be used to add corridor exchange 
payments to the FLT bond payments. An investment trust is a trust formed and 
administered under §§ 671-679 of Title 26 of the United States Code (the "Grantor Trust 
Rules"). In the illustration, the original FLT bond (Chart 2) is contributed to an 
investment trust and the trustee, as owner of the original FLT bond, enters into the 
corridor exchange as Party A. Since the Grantor Trust Rules allow securities to be 
created out of interest-rate derivative contracts, the trust may issue the FLT bond (Chart 
3) that adds the corridor payments to the original FLT bond. 

The charts in this section, like the examples in the attached drawings, are 
illustrative only. The variables in any given EFC Series, such as the interest rate 
formulas and terms of the corridor exchange, will depend on prevailing interest rates 
and other market conditions, which change continually. Moreover, the derivatives which 
may be used in accordance with the present invention include, but are not limited to, 
calls, puts, caps, floors, collars, mortgage reference indexes, synthetic debt, and other 
interest-rate derivative contracts, in addition to corridors. Similarly, the cash flows from 
mortgage pools may include, for example, cash flows from REMICs, Financial Asset 
Securitization Investment Trusts (FASITs), mortgage-backed securities, mortgage 
securities, or collateralized mortgage obligations. The remaining sections of this 
application describe both the EFC Series securities and the data processing system and 
method with more specificity. 

The present invention provides data processing systems and methods for 
planning, structuring and administering EFC Series. EFC Series are created by 
integrating interest-rate derivative components with mortgage components through the 
use of structures that combine investment trust pools, REMIC pools and other legal 
entities. The disclosed embodiments focus on the use of investment trust pools to add 
corridor payments to the EFC Series asset base. However, the data processing 
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systems for EFC Series are designed with broader capabilities. Systems and methods 
consistent with the principles of the invention can process securities structures that 
combine FASITs, formed under §§ 860H-860L of Title 26 of the United States Code, 
and other legal entities, as well as REMIC pools, and investment trust pools. Systems 
and methods consistent with the present invention may also process EFC Series 
backed by assets that include, but are not limited to, calls, puts, caps, floors, collars, 
mortgage reference indexes, synthetic debt, and other interest-rate derivative contracts, 
as well as corridors. 

If part of the cash flow for a floating-rate security can be obtained most 
economically from a corridor exchange, a corridor exchange account is used to fund 
that component. If part of the cash flow for the security can be obtained most 
economically from another kind of interest-rate derivative contract, a derivative account 
appropriate for that kind of contract is used to fund that component. If part of the cash 
flow can be obtained most economically from mortgage assets, a pool of mortgage 
assets is used to fund that component. These various assets are combined through the 
use of the most efficient legal structure. 

The cost efficient transformation of derivatives and mortgages into floating-rate 
securities increases the supply of capital available to support residential mortgages. 
This, in turn, reduces the cost of mortgages to homeowners. The present invention is a 
process that integrates interest-rate derivatives with mortgage assets using the most 
cost efficient structure available. 

As disclosed herein, the EFC Series data processing systems consistent with the 
principles of the present invention can be divided into three modules generally 
corresponding to stages in the business process. The Risk Analysis and Planning 
Module includes the systems that are used interactively during the planning period for 
an EFC Series. After a plan is developed, the Deal Structure Module is activated to 
manage the process of preparing an EFC Series for issuance. The Deal Structure 
Module shifts operations to the Series Administration Module when the EFC Series is 
issued ("settlement") and the Series Administration Module controls the ongoing 
administration of the EFC Series. 
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BRIEF DESCRIPTION OF THE DRAWINGS 
The accompanying drawings, which are incorporated in and constitute a part of 

this specification, illustrate embodiments of the invention and together with the 

description, serve to explain the principles of the invention. 
In the figures: 

Figure 1 is a block diagram representation showing an example of the securities 
created by the present invention. It shows the relationships of the securities to their 
interest-rate derivative and mortgage pool components; 

Figure 2 illustrates an exemplary, traditional floating-rate bond funded only with a 
REMIC pool; 

Figure 3 illustrates an exemplary EFC floating-rate security, consistent with the 
principles of the invention, funded with an interest-rate derivative component and a 
mortgage pool component; 

Figure 4 depicts an overview of the EFC Series System showing its Risk Analysis 
and Planning Module, Deal Structure Module and Series Administration Module; 

Figure 5 depicts the principal data processing systems components of the Risk 
Analysis and Planning Module of the EFC Series System; 

Figures 6-1, 6-2, 6-3, 6-4, 6-5, 7-1, 7-2, 7-3, 7-4, 7-5, 7-6, 8, 9-1, 9-2, 9-3, 9-4, 
9-5, 9-6, 9-7, 9-8, 9-9, 9-10, 9-11, 9-12, 9-13, 9-14, 9-15, 9-16, 9-17, 9-18, 9-19, 9-20, 
9-21, 9-22, 9-23, 9-24, 9-25, 9-26, 10-1, 10-2, 10-3, 10-4, 10-5, 11-1, 11-2, 11-3, 11-4, 
and 11-5 illustrate exemplary application program output of the Risk Analysis and 
Planning Module; 

Figure 12 depicts the principal data processing systems components of the Deal 
Structure Module of the EFC Series System; and 

Figure 13 depicts the principal data processing systems components of the 
Series Administration Module of the EFC Series System. 

DETAILED DESCRIPTION 

Figures 1 , 2 and 3 describe the new method used to create EFC Series. Figure 
1 illustrates the integration of interest-rate derivative components and mortgage pool 
components into an EFC Series. Figures 2 and 3 show the value that is created by the 
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EFC method. Figures 4 through 8 describe the data processing systems that implement 
this method. 

A. EFC Series Method 

Figure 1 depicts the structure of an EFC Series. EFC Series are issued in 
Classes, each of which represents an interest in one or more of the Pools established 
by the Series. A Pool is a set of specifically identified assets held by the issuer of the 
securities as part of the Series. Typically, the interest represented by a Class is the 
right to receive certain payments from the assets identified to the underlying Pool or 
Pools. 

A Class may be issued directly to the public or may be issued by one Pool 
established by the Series and contributed to another Pool established by the Series (an 
"internal" Class). In case of an internal Class, payments received by the Class from the 
first Pool become part of the second Pool and thereafter may be paid to other Classes 
funded from the second Pool. In this manner, payments on the assets underlying a 
Series may be divided and combined in a variety of ways before finally being paid 
through to investors. In some cases, a Class may be established that represents an 
interest in a Pool with no assets (an "unfunded" Class). A Series may establish an 
unfunded Class so that assets can be contributed to the Series, funding the Class, at a 
later date. 

In Figure 1, lines 1-31, 1-32, 1-33, 1-34 and 1-35 represent publicly issued 
Classes of the EFC Series. Lines 1-61 and 1-62 represent unfunded Classes. Block 1- 
00 and the components within it all represent functions of the EFC Series internal to the 
issuer. These internal components include IFA Class, IFN Class and the Group IN 
Classes, represented by lines 1-25, 1-27 and 1-26 respectively. As notational 
conventions, the letter F in a Class name denotes a FLT Class, the letter S denotes an 
INV Class, the letter E denotes an EFC Class, the letter M denotes an unfunded EFC 
Class and the letter I denotes an internal Class. The letters A and N denote Pools and 
Classes related to Mortgage Asset Accounts A and N, respectively. 

The Pools established by an EFC Series may be EFC Pools (blocks 1-14 and 1- 
15), or REMIC Pools. A REMIC Pool may be a Single-Tier (block 1-11), Lower-Tier 
(block 1-12) or Upper-Tier (block 1-13) REMIC Pool. The assets identified to these 
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Pools may be mortgage assets (blocks 1-01 and 1-02), or may be interest-rate 
derivatives (blocks 1-03 and 1-04). In Figure 1, the mortgages of Mortgage Asset 
Account A are identified (line 1-21) to Single-Tier REMIC Pool A as its assets and the 
mortgages of Mortgage Asset Account N are identified (line 1-22) to Lower-Tier REMIC 
Pool N as its assets. The interest-rate derivative of EFA Class Derivative Account and 
the internal I FA Class are identified (lines 1-23 and 1-25) to EFA Class Pool as its 
assets. The interest-rate derivative of EFN Class Derivative Account and the internal 
IFN Class are identified (lines 1-24 and 1-27) to EFN Class Pool as its assets. Group 
IN Classes are identified (line 1-26) to Upper-Tier REMIC Pool N as its assets. 

EFA Class (line 1-32) represents ownership of EFA Class Pool (block 1-14). 
Since the assets of EFA Class Pool are IFA Class (line 1-25) and a position (line 1-23) 
in EFA Class Derivative Account (block 1-03), EFA Class owns both of these assets. 
IFA Class, in turn, represents a claim to certain payments from Single-Tier REMIC Pool 
A (block 1-11). These payments must come from Mortgage Asset Account A (block 1- 
01). Thus, an investor in EFA Class receives payments that combine payments from 
the interest-rate derivative of EFA Class Derivative Account with payments on the 
mortgages of Mortgage Asset Account A. By this method, an interest-rate derivative 
component and a mortgage component are integrated to create a new investment 
security - EFA Class. 

Similarly, EFN Class (line 1-33) combines payments from the interest-rate 
derivative of EFN Class Derivative Account (block 1-04) with payments on the 
mortgages of Mortgage Asset Account N (block 1-02). In this case, the payments from 
the mortgage component of EFN Class go through an additional step. First the 
payments are made (line 1-22) from Mortgage Asset Account N to Lower-Tier REMIC 
Pool N (block 1-12), then some or all of the payments are allocated (line 1-26) by 
Lower-Tier REMIC Pool N to Upper-Tier REMIC N (block 1-13). From Upper-Tier 
REMIC N, part of the payments are allocated (line 1-27) to EFN Class Pool (block 1-15) 
and then passed through (line 1-33) to investors in EFN Class. The use of the Upper- 
Tier, Lower-Tier REMIC structure extends the kinds of disproportionate allocations that 
may be made under the REMIC Rules. 
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An EFC Series may have an unfunded EFC Factor Reset Pool (block 1-43). This 
Pool is a facility to make secondary market adjustments to the margins and caps of 
floating-rate Classes. Part of the value of a floating-rate Class derives from its par price 
and the initial margin and cap of the Class are set to accomplish this. However, 
unexpected interest rate changes may leave the Class trading at a significant discount 
or premium. If this happens, it may be desirable to restore the Class to a par price by 
adjusting its margin or cap with the cash flow of another interest-rate derivative. 

The EFC Factor Reset Pool (block 1-43) is established, together with an 
unfunded MFA Class (line 1-61) and an inoperative EFA Class Factor Account (block 1- 
41), when the EFC Series is issued. At a later time, the original EFA Class and EFA 
Class Factor Account, activated as an additional interest-rate derivative, may be 
contributed (lines 1-51 , 1-52) to the EFC Factor Reset Pool and their cash flows 
integrated to form a modified floating-rate MFA Class (line 1-61) with the desired margin 
and/or cap. Similarly, at a later time, EFN Class may be delivered to the issuer (line 1- 
54) to hold as an asset of EFC Factor Reset Pool together with (line 1-53) EFN Class 
Factor Account (block 1-42). EFC Factor Reset Pool then funds MFN Class (line 1-62) 
integrating the cash flows from EFN Class and EFN Class Factor Account. 

Generally, all the internal components of an EFC Series are established and all 
the EFC Classes issued on the same day. Thereafter, the Series receives and pays 
money according to its original terms without discretionary action by the issuer or the 
investors in the Series. Amounts received on the assets of the Series are reallocated, 
but in the aggregate are paid through to investors in the publicly issued Classes on a 
monthly basis. 

The value added by the EFC Series method and structure may be seen by 
comparing a traditional floating-rate bond as shown in Figure 2, with an equivalent EFC 
floating-rate security as shown in Figure 3. In Figure 2, the floating-rate bond, F Class, 
is funded entirely from a REMIC pool. In Figure 3, the comparable EFC security, EF 
Class, is funded from the same REMIC pool and from a interest-rate derivative account. 
EF Class makes the same payments as does F Class. However, it is constructed by 
the economically more efficient EFC Series method. 
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In Figure 2, the assets of the REMIC Pool (blocks 2-1 1 and 2-12) are, for 
example, $600,000,000 Freddie Mac Participation Certificates ("PCs") with an interest 
coupon of 6.5% (row 2-41). A PC is a certificate representing ownership of a pool of 
underlying mortgage loans (block 2-01). Freddie Mac holds the underlying mortgages 
and performs such pool administrative tasks as collecting mortgage payments and 
enforcing remedies in the event of mortgage default. Administrative costs and 
expenses are deducted from interest payments received on the mortgages and the 
remaining interest is passed through on a monthly basis to the holders of the PCs at a 
"coupon" interest rate of 6.5%. Principal amounts received on the underlying mortgages 
also are passed through to PC holders on a monthly basis. Freddie Mac guarantees 
payment of principal and interest at the coupon rate on the PCs. 

The REMIC Pool (blocks 2-11 and 2-12) creates bonds out of the PC cash flow 
by means of a three step disproportionate allocation process, sometimes called an 
engineering process. First, the REMIC allocates a portion of the PC cash flow (block 2- 
1 1 ) to a series of planned amortization classes ("PACs"). A PAC is a Class of bonds 
designated to receive principal payments according to a predetermined schedule. 
When principal payments on the PCs are received by the REMIC, it allocates principal 
to the PACs up to exactly the amount given by their predetermined schedules. The 
amount of principal received each month by the REMIC will vary because of 
prepayments on the underlying mortgages. However, the REMIC gives allocation 
priority to meeting the PAC schedules. Any variation in principal payments is reflected 
in the principal remaining to be paid by the REMIC to non-PAC Classes. The remaining 
PC cash flow sometimes is called the supporting ("SUP") cash flow (block 2-12). In 
order to make the priority principal payments according to the PAC schedules, the 
REMIC must create the SUP cash flow to absorb the prepayment variations. 

The ratio of PAC cash flow to SUP cash flow reflects a market value trade-off. 
Increasing the size of the SUP cash flow, increases the likelihood that payments on the 
PAC Classes will be made on schedule. This increases the price of the PAC Classes. 
However, increasing the size of the SUP cash flow reduces the proportion of the cash 
flow that is allocated to the more valuable PAC Classes. In Figure 2, the REMIC 
allocates $500,000,000 in principal to PAC cash flow (row 2-42) and $100,000,000 in 
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principal to SUP cash flow (row 2-46). The PAC cash flow is used to fund PAC Classes 
A, B and C (lines 2-31 ) with interest rates of 6.5% and principal amounts of 
$100,000,000 in the case of A Class, $200,000,000 in the case of B Class and 
$200,000,000 in the case of C Class (rows 2-43, 2-44 and 2-45). 

This engineering increases the value of the cash flow directed to and paid on the 
PACs, in comparison with its value when paid on the PCs, by increasing the likelihood 
that the payments on these Classes will conform to investor expectations. On the other 
hand, this engineering generally reduces the value of the remaining SUP cash flow. 
Nevertheless, the increase in value of the PACs more than compensates for the 
decrease in value of the SUP cash flow. 

At the second step of its engineering process, the REMIC (blocks 2-1 1 and 2-12) 
subdivides the PAC cash flow (block 2-1 1 , row 2-42) into sequential A, B, and C 
Classes (lines 2-31, rows 2-43, 2-44 and 2-45). Sequential Classes are Classes that 
receive payments in a prescribed sequence. A predetermined amount of the principal 
received by the REMIC is allocated to the sequential Classes as a group. However, 
rather than making these principal payments pro rata among the Classes, the principal 
is paid first to one, then another of the Classes in the prescribed sequence. In the case 
of sequential PACs, this sequence is reflected in their PAC schedules. In Figure 2, 
principal payments are made first to A Class, then to B Class and finally to C Class. 
This step in the engineering process results in Classes with different terms or weighted 
average lives ("wals"). A Class is sold to investors that desire short-term investments, B 
Class to investors that desire medium-term investments and C Class to investors that 
desire long-term investments. 

At the time the REMIC (blocks 2-1 1 and 2-12) was formed, the price of 6.5% PCs 
was 99.70 (row 2-41 ). Industry practice is to quote prices in terms of the amount to be 
paid for $100 of principal. Thus, at a price of 99.70, the value of $600,000,000 principal 
amount 6.5% PCs is ($600,000,000x99.70)/ 100 = $598,200,000 (row 2-41). In a 
normal interest rate environment, among Classes with the same interest rate, value 
increases as term decreases. The values of A, B and C Classes are 100.10, 100.00 
and 99.90 respectively (rows 2-43, 2-44 and 2-45), The value of each of A, B and C 
Classes is greater than that of the PCs because the disproportionate allocation of 
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principal has reduced prepayment uncertainty or risk on the PACs. Among the PACs, A 
Class shows the greatest increase in value because it has the shortest term or wal and 
has the greatest likelihood of paying according to schedule. B Class shows the next 
greatest increase and C Class the least increase in value. 

At the third step in its engineering process, the REMIC (blocks 2-1 1 and 2-12) 
allocates the SUP cash flow (block 2-12, row 2-46) between a floating-rate ("FLT") 
Class, F Class (line 2-32), and its related inverse-rate ("INV") Class, S Class (line 2-33). 
The SUP cash flow is reduced in value (in comparison to the value of the PC) because 
it receives much of the prepayment risk on the underlying mortgages. However, in this 
third step the interest on the SUP cash flow is allocated so as to form a money-market 
instrument, F Class, the value of which is not impaired by the high prepayment risk 
under most interest rate scenarios. This engineering step increases the value of the 
part of the SUP cash flow directed to F Class by increasing the likelihood that the 
payments on F Class will conform to investor expectations. Generally, this allocation 
reduces the value of the remaining SUP cash flow directed to S Class, but this reduction 
is more than offset by the increase in value of F Class. 

At the time the REMIC (blocks 2-1 1 and 2-12) was created, F Class required a 
margin of .35% and a cap of 8.5% (row 2-61 ) in order to create the necessary par price 
(row 2-47). Thus, the interest rate formula for F Class is LIBOR + .35% with a cap of 
8.5%, and the interest rate formula for S Class (as explained below) is 3.25 x (8.15% - 
LIBOR) with a minimum value ("min") of 0.0% and a maximum value ("max") of 
26.4875% (row 2-62). The SUP principal cash flow is allocated $76,470,588 to F Class 
(row 2-47) and $23,529,412 to S Class (row 2-48). Since S Class absorbs additional 
prepayment risk allocated away from the PACs, and also absorbs additional interest- 
rate risk allocated away from F Class, the price of S Class is reduced to 97.00 (row 2- 
48). Nevertheless, the aggregate value of F Class and S Class is $99,294,1 17 which 
exceeds that of the SUP Class. 

Under traditional floating-rate bond structures, when a FLT/INV Class 
combination is issued from a SUP cash flow, each dollar of SUP principal received is 
used to pay down the principal balances of the FLT and INV bonds, in each case in 
proportion to their balances. Interest payments are received on the SUP cash flow at a 



14 



constant rate ("coupon"), frequently the same as the underlying PC coupon rate, and 
are passed through as interest on one or both of the bonds. The interest is allocated to 
the FLT and INV Classes based on their interest rate formulas, but the weighted 
average of these rates always is equal to the coupon rate. 

Under these traditional payment rules, the fraction of the SUP principal that is 
allocated to the FLT Class depends on the SUP coupon rate and the maximum interest 
rate on the FLT Class. The formula for the allocation of principal to the FLT Class and 
its related INV Class is: 

(coupon / max) allocated to the FLT Class; 

10 ((max - coupon) / max) allocated to the INV Class. 

This formula allocates the greatest possible amount of SUP principal to the FLT Class 
and almost always is the one used with traditional REMIC execution. 

In Figure 2, the SUP principal amount is $100,000,000, its interest rate is 6.5% 
(row 2-46), and the F Class max is 8.5% (row 2-61). Thus, the SUP principal allocated 
15 to F Class is (6.5% / 8.5%) x $100,000,000 = $76,470,588 (row 2-47) and the SUP 

principal allocated to S Class is ((8.5% - 6.5%) / 8.5%) or (2.0% / 8.5%) x $100,000,000 
= $23,529,412 (row 2-48). 

First priority for the allocation of SUP interest is to make the interest payments to 
the FLT Class that are needed to give it a par price. The INV Class receives whatever 
20 interest remains after meeting this requirement. If principal is allocated between FLT 
Class and INV Class in the proportions shown above, then under the rules of algebra, 
the INV Class interest rate formula must be: 
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(FLT Class principal / INV Class principal) x (FLT Class max - FLT Class margin 
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(coupon / (max - coupon)) x (FLT Class max - FLT Class margin - LIBOR); 

where the fraction (FLT Class principal / INV Class principal), or (coupon / (max - 
coupon), sometimes is called the leverage of the FLT/INV combination. In Figure 2, the 
leverage is $76,470,588 / $23,529,412 = 3.25 and F Class max - F Class margin is 
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8.5% - .35% = 8.15%. Thus, the interest rate formula for S Class is 3.25 x (8.15% - 
LIBOR) (row 2-62). 

An appreciation for the source of value added by the FLT/INV bond structure can 
be gained from an examination of the average values of LIBOR. Since 1990, the 
average value of LIBOR has been approximately 5.35%. Thus, F Class will pay interest 
on average at a rate of approximately 5.35% + 0.35% = 5.7%. Since the SUP cash flow 
pays interest at a rate of 6.5%, each $1 of principal allocated to F Class on average will 
free-up 6.5% - 5.7% = 0.8% surplus interest that will be paid to S Class. Although F 
Class is allocated less than a proportionate share of the SUP interest, the allocation 
increases the value of F Class. 

If $1 of principal is allocated to F Class for every $1 of principal allocated to S 
Class, the average interest-rate of S Class is approximately 6.5% + 0.8% (floater 
surplus) = 7.3%. If $2 of principal is allocated to F Class for every $1 allocated to S 
Class, the average interest-rate of S Class increases to approximately 6.5% + 0.8% + 
0.8% = 8.1%. Since, in Figure 2, $3.25 of principal is allocated to F Class for every $1 
allocated to S Class (rows 2-47 and 2-48), the average interest-rate of S Class 
increases to approximately 6.5% + (3.25 x 0.8%) = 9.1%. Although S Class is allocated 
a greater share of the interest rate risk, S Class is compensated for assuming that risk. 
The greater the leverage, the greater the interest-rate S Class receives, on average. 

In Figure 2, the F/S Class leverage is increased only to 3.25 because the 
traditional method of creating mortgage-backed floating-rate bonds artificially limits the 
source of the interest payments on these Classes. The traditional structure requires 
that all interest payable on F Class come from the underlying SUP cash flow, no matter 
how high the F Class interest rate might be and no matter how unlikely it might be that 
interest rates ever would reach that level. Under this artificial limit, the SUP interest, at 
the rate of 6.5%, must be sufficient to pay F Class interest at its maximum rate of 8.5%. 
The only way to accomplish this is to limit the proportion of the SUP principal that is 
allocated to F Class so that: 

(F Class principal) x 8.5% = all available interest = (SUP principal) x 6.5%. 
This equation leads to the maximum F Class principal of (6.5%/8.5%) x $100,000,000 = 
$76,470,588 and the leverage of 3.25. 
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This artificial limitation on the F/S Class leverage is economically inefficient. The 
value of $100 in principal of F Class is $100. The value of $100 in principal of S Class 
is $97. Every additional $100 of SUP cash flow that can be allocated to F Class, 
potentially adds $3 in value to the Series. In the long run, this reduces the cost of 
residential mortgages to homeowners. 

The exemplary EFC Series structure displayed in Figure 3 overcomes the 
artificial limitation on the F/S Class leverage shown in Figure 2. The EFC Series shown 
in Figure 3 issues EF Class with the same cash flow as F Class. However, EF Class is 
funded in part with SUP cash flow (block 3-12) and in part with a interest-rate derivative 
instrument paid through a Derivative Account (block 3-02). The integration of Derivative 
Account 3-02 into the Series allows the SUP leverage to be increased from 3.25 to 13. 
It allows $92,857,143 in principal amount of the SUP cash flow to be allocated to the 
more valuable EF Class (row 3-47). In comparison, only $76,470,588 in principal 
amount of the SUP cash flow was allocated to F Class (Figure 2, row 2-47). 

The improved series execution shown in Figure 3 is accomplished by dividing the 
spread between the interest rate coupon on the SUP cash flow and the max required for 
the FLT Class, into lower and upper ranges. The lower range is from 6.5% to 7.0% and 
the upper range is from 7.0% to 8.5%. The lower range is funded directly from SUP 
interest. The upper range is funded by purchasing a LIBOR corridor from outside the 
REMIC cash flow - the EFC exchange (lines 3-23 and 3-24). Since the high values of 
the FLT Class interest rate no longer must be paid with SUP interest, a greater 
proportion of the SUP cash flow may be assigned to the more valuable FLT Class. The 
EFC corridor used to fund the upper range is purchased with fixed-rate periodic 
payments from SUP interest and has a notional principal amount ("NPA") equal to the 
declining principal balance of the new FLT Class, EF Class. 

In order to create EF Class (line 3-33) with the same cash flow as F Class 
(Figure 2, line 2-33), the EFC Series in Figure 3 first creates IF Class (line 3-22), an 
internal FLT Class with a maximum value equal to 7.0%, the maximum of the lower 
range. IF Class is held by the issuer as an asset of EF Class Pool (block 3-13), and EF 
Class Pool enters into an EFC exchange with Derivative Account (block 3-02) to 
purchase a LIBOR corridor funding EF Class interest in the upper range. The terms of 
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the EFC exchange are set so that the net cash flow to EF Class Pool is equal to the 
cash flow required by EF Class. Since IF Class Pool makes fixed monthly payments in 
exchange for the corridor payments, the cash flow required for these fixed monthly 
payments is added to IF Class margin. Thus, IF Class margin is equal to the sum of EF 
Class margin and the fixed payment rate under the EFC exchange. Once IF Class 
margin is set, the boundaries of the LIBOR corridor can be determined. The lower 
boundary of the corridor is IF Class max less IF Class margin and the upper boundary 
of the corridor is EF Class max less EF Class margin. 

In Figure 3, the cost of the LIBOR corridor is .35%. Thus, IF Class margin is set 
equal to .7% (.35% ES Class margin plus .35% EFC exchange payments) and the 
LIBOR corridor boundaries are determined to be 6.3% (IF Class max, 7.0%, less IF 
Class margin, .7%) and 8.15% (EF Class max, 8.5%, less EF Class margin, .35%). The 
following calculation shows that IF Class and the EFC exchange together provide EF 
Class Pool with the net cash flow required for EF Class. 



EF Class interest 


from IF Class 


from corridor 


total 


if LIBOR <= 6.3% 


LIBOR + .7% - .35% 


0.0% 


LIBOR + .35% 


if 6.3% < LIBOR <= 
8.15% 


7.0% - .35% 


LIBOR - 6.3% 


LIBOR + .35% 


if 8. 1 5% < LIBOR 


7.0% - .35% 


1.85% 


8.5% 



Since the interest rate formula for IF Class is LIBOR + .7%; min = 0.7%, max = 7.0% 
(row 3-61 ), the interest on the SUP cash flow that remains for the new INV Class, ES 
Class (line 3-32), is calculated to be payable according to the formula: 13 x (6.3% - 
LIBOR); min = 0.0%, max = 81.9% (row 3-63). 

EF Class Pool (block 3-13) and Derivative Account (block 3-02) are the EFC 
Class structural elements that integrate the 6.3% to 8.15% LIBOR corridor into the 
funding base for EF Class (line 3-33). EF Class Pool is governed by the Grantor Trust 
Rules, not the REMIC Rules. In this case, the EFC Series structure makes it possible to 
assign a greater proportion of the SUP cash flow to the more valuable FLT Class. It 
also makes possible an assignment of a greater proportion of the SUP interest to the 
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companion INV Class. The average interest rate on ES Class is expected to be 15.3% 
(row 3-48), compared to 9.1% for S Class (Figure 2, row 2-48). Under these market 
conditions, ES Class will command the same market price (row 3-48) as S Class 
(Figure 2, row 2-48). This means that the EFC structure adds value in an amount equal 
to the product of the increase in the amount of SUP principal assigned to the FLT Class 
and the price differential between the FLT Class and INV Class: ($92,857,143 - 
$76,470,588) x ($100.00 - $97.00) / $100 = $491 ,597 (row 3-50). 

The EFC Series structure shown in Figure 3 displays interrelationships among a 
number of complex market conditions. First, the amount of SUP principal that can be 
reassigned to the FLT Class depends on the width of the LIBOR corridor that is 
integrated into the EFC Series. The width of the corridor depends on the amount of 
SUP interest that can be assigned to make the fixed-rate periodic payments for the 
corridor. The amount of SUP interest that can be so assigned depends on the yield 
required by the INV Class buyer and also on the amount of interest that can be 
reassigned from the PAC cash flow to the SUP cash flow. The yield required by the INV 
Class investor depends upon the degree to which prepayments on the Mortgage Asset 
Account are allocated to the SUP cash flow. The amount of interest that can be 
reassigned from the PAC cash flow depends on the wal requirements of PAC investors 
and on the convexity of the interest-rate yield curve. The degree to which prepayments 
on the Mortgage Asset Account are allocated to the SUP cash flow, depends upon the 
amount of call and extension protection required by PAC Class investors. 

In addition, Derivative Account 3-02 may include calls, puts, caps, floors, collars, 
swaps, mortgage reference indexes, synthetic debt, and other interest-rate derivative 
contracts without departing from the spirit of the present invention. 

B. EFC Series Data Processing System 

Figure 4 demonstrates an exemplary data processing system to support the 
creation of EFC Series. At the planning level, systems are required to support the 
calculations needed to determine the market interrelationships just discussed. In 
particular, the data processing systems must be able to generate distributions of 
expected interest rates and estimate costs of interest rate corridors. The data 
processing systems must be able to calculate mortgage pool prepayment scenarios and 
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integrate these calculations with interest rate distributions. The data processing 
systems must be able to interactively modify REMIC payment allocation rules and 
correlate the modifications with market derivatives costs. After a plan for an EFC Series 
is determined, the data processing systems must be able to create and verify a variety 
of data files reflecting the complex structural components required for an EFC Series. 
After EFC Series is issued, the data processing systems must be able to maintain the 
integrity and reliability of these data files. 

The EFC data processing system may include three interrelated systems 
modules that run in a distributed applications environment on a network of central 
processors and remote terminals (Figure 4, block 4-01 ). These modules may function 
on a Series by Series basis and can be organized according to phases in the business 
process of creating EFC Series. Figure 4 depicts the system of three modules (blocks 
4-01 , 4-02 and 4-03) together with interacting but separate systems (blocks 4-21 to 4- 
28). 

The Risk Analysis and Planning Module (block 4-01) functions during the 
planning period for an EFC Series. After a plan is formulated, the Deal Structure 
Module (block 4-02) is activated in order to validate the plan and initialize the asset files, 
class files, payment files and disclosure files for the Series. The two modules interact to 
respond to changes in plans up until a few days before the securities are issued. The 
Series Administration Module (block 4-03) is activated several days before the 
securities are issued and interfaces with the Deal Structure Module to complete and 
verify the class and payment files. The Series Administration Module functions on a 
continuing basis during the life of the Series. 

Figure 5 depicts the principal process components of the Risk Analysis and 
Planning Module (Figure 4, block 4-01). Three of the components function primarily on 
data sourced from outside the EFC Series System. These are the Asset Pool 
Prepayment Model (block 5-01), the Derivatives Model (block 5-02) and the REMIC 
Pool Planning and Stress Process (block 5-03). Analysis from the Asset Pool 
Prepayment Model combines (line 5-22) with user data (line 5-13) to form the primary 
data base for the REMIC Pool Planning and Stress Process. Analysis from the Asset 
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Pool Prepayment Model also combines (line 5-21) with user data (line 5-12) to form the 
primary data base for the Derivatives Model. 

The Asset Pool Prepayment Model (block 5-01) receives user data describing the 
kinds of assets expected to be used to fund the EFC Series (line 5-1 1 ). The assets may 
be described by general category, such as $400,000,000 new origination 30-year 6.5% 
PCs and $200,000,000 new origination 15-year 6.0% PCs, so that the planning process 
may begin before capital is committed to asset acquisition. If an asset is a mortgage 
asset, such as a PC, the data includes values describing the underlying mortgages such 
as their remaining term to maturity, loan age and per annum interest rate. The data 
also may include projected interest rates and the anticipated effect of the projected 
rates on prepayments. 

The Asset Pool Prepayment Model has access to a data base of historical values 
of prepayments by kind of asset in the issuer's All Systems Data Base (Figure 4, block 

4- 26). The All Systems Data Base is a central repository for corporate wide data. It is 
external to the EFC Series System, but is accessed by the EFC Series System for data 
entry and retrieval. Users of the EFC Series System can input asset type and 
prepayment rate parameters interactively, and receive output projecting expected cash 
flow and comparing projections to selected historical values. Industry standard rates 
referred to as "PSA" rates commonly are input as prepayment parameters. Users can 
input interest rate scenarios interactively and examine their impact on expected cash 
flows. Figures 6-1 through 6-4 illustrate part of an exemplary, projected cash flow of a 
Mortgage Asset Account calculated by the Asset Pool Prepayment Model. Fig. 6-1 to 
6-4 constitute a single table which is properly viewed by placing Figs. 6-1 and 6-3 side 
by side and Figs. 6-2 and 6-4 side by side, with Fig. 6-2 beneath Fig. 6-1. Fig. 6-5 is a 
table explaining the notation and abbreviations used in the columnar headings of Figs. 
6-1 to 6-4. 

The Derivatives Model (block 5-02) is a series of application programs that 
receive user data regarding expected interests rates and interest rate volatility (line 

5- 12). Interest rate data used by the Asset Pool Prepayment Model are coordinated 
(line 5-21) with this input to the Derivatives Model. The Derivatives Model also receives 
market data on benchmark spot interest rates, such as Treasury yield curve rates, 
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LIBOR rates, reference PC coupon rates and mortgage rates. The Derivatives Model 
has access to a data base of historical values of benchmark spot interest rates in the 
issuer's All Systems Data Base (block 4-26). 

The Derivatives Model (block 5-02) has functionality to calculate projected 
distributions of interest rates based on, for example, stochastic lognormal, truncated 
lognormal and dispersion skewed truncated lognormal formulae and user input 
parameters regarding term, volatility, mean drift and reference forward rates. It can 
convert user input and benchmark rates into forward rates for the interest rate indexes 
planned for the EFC Series and from these conversions, can prepare interest rate 
scenarios to be used by the FLT/INV Class Structuring Process (block 5-04) to calculate 
expected values for the floater and inverse interest rate formulae planned to be used in 
the EFC Series. From the distributions, it can determine likelihood estimates of the 
values of the floater and inverse interest rate formulae. From its access to the All 
Systems Data Base (block 4-26), it can prepare comparisons of user based projected 
distributions with historical distributions of benchmark rates. Figures 7-1 though 7-4 
illustrate part of an exemplary inverse cumulative distribution for LIBOR calculated by 
the Derivatives Model. Figs. 7-1 to 6-4 constitute a single table which is properly 
viewed by placing Figs. 7-1 and 7-3 side by side and Figs. 7-2 and 7-4 side by side, with 
Fig. 7-2 beneath Fig. 7-1 . Figs. 7-5 and 7-6 are tables explaining the notation and 
abbreviations used in the columnar headings of Figs. 7-1 to 7-4. 

If a user proposes a plan for an EFC Series that includes one of more interest- 
rate derivatives, the user enters parameters describing the derivatives (line 5-12) into 
the Derivatives Model (block 5-02). For example, a user might enter parameters 
describing a corridor for LIBOR ranging from 6.3% to 8.15% and for terms ranging from 
3 years to 1 1 years. The user may enter cost information regarding some or all of the 
proposed derivatives. The Derivatives Model also receives data on current market 
costs of interest-rate derivatives such as quoted periodic costs for LIBOR based caps, 
floors and swaps. Based on user input costs, market costs, historical costs or a 
combination of any of these, the Derivatives Model calculates estimated costs for the 
derivatives included in the EFC Series plan. The Derivatives Model has access to a 
data base of historical values of benchmark interest-rate derivatives costs through the 
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All Systems Data Base (block 4-26) and calculates cost comparisons of the EFC Series 
derivatives costs, with historical costs. Figure 8 is an exemplary chart prepared by the 
Derivatives Model showing projected costs of .01% LIBOR corridors, based on the 
distribution of LIBOR values shown in Figures 7-1 though 7-6. 

The third major user input to the Risk Analysis and Planning Module (4-01) is the 
user data describing the planned Series Classes and the degree to which they are 
supported by derivative assets and by mortgage-backed assets (line 5-13). Users can 
submit an initial plan for a Series funded entirely with mortgage-backed assets and then 
add derivatives as modifications to the initial plan. The data include the principal 
amount (or notional principal amount), principal type, interest rate or interest rate 
formula, interest type and conditions for each Class in the proposed structure. The 
conditions may include, for example, PAC ranges and wal boundaries. The user input 
data also includes the principal and interest allocation rules to be used to channel 
payments received on the assets of the Series to the input Classes. If desired, the user 
input can include pricing data. 

The REMIC Pool Planning and Stress Process (block 5-03) creates preliminary 
files for the input Classes and for the Series payment rules. A major function of the 
REMIC Pool Planning and Stress Process is to test cash flow during the planning 
process. The REMIC Pool Planning and Stress Process receives data (line 5-22) from 
the Asset Pool Prepayment Model (block 5-01) showing the cash flows generated by 
the mortgage-backed assets and processes these cash flows through the Series 
payment allocation rules. These calculations determine whether the cash flows from 
the assets are sufficient to meet the payment obligations of the Classes. Also, they 
determine whether there is any build up of unused cash under the payment rules. 

If the proposed payment allocation rules fail in any material respect, the failure is 
transferred (line 5-26) to the Risk, Operational and Legal Evaluation Process (block 5- 
05). Since the issuer guarantees payments on EFC Classes, any cash flow deficiency 
creates business and legal risks that require immediate resolution. The Risk, 
Operational and Legal Evaluation Process performs the risk analysis needed for this 
resolution. Since the issuer usually does not manage the cash flows processed 
through an EFC Series, a cash flow surplus also creates business and legal risks that 
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are resolved with the use of the Risk, Operational and Legal Evaluation Process 
analysis programs. If the planned structure is disapproved because of the cash flow 
failure, the results are returned to the user (line 5-42) for modification of the Series 
structure. 

The REMIC Pool Planning and Stress Process (block 5-03) is an interactive 
process. In addition to validating the proposed cash flow allocation formulae, the 
REMIC Pool Planning and Stress Process performs stress analysis to determine if 
payments may be reallocated from less valuable Classes to more valuable Classes. 
For example, the analysis may determine that the size of the SUP cash flow intended to 
support the PAC Classes of the Series, is greater than that needed based on the cash 
flow projections received (line 5-22) from the Asset Pool Prepayment Model (block 5- 
01). In this case, the information is returned to the user via an interactive loop (line 5- 
41) for reevaluation. As a result of the reevaluation, the user may enter revised Class 
data (line 5-13) or revised asset data (line 5-11). Figures 9-1 through 9-16 illustrate part 
of exemplary, projected principal allocations to the Classes of a proposed Series 
structure. Figs. 9-1 to 9-16 constitute a single table which is properly viewed by placing 
each drawing sheet side by side in sequence. Figs. 9-17 to 9-26 are tables explaining 
the notation and abbreviations used in the columnar headings of Figs. 9-1 to 9-16. 

The principal function of the FLT/INV Class Structuring Process (block 5-04) is to 
determine the extent to which part of a proposed floating-rate Class can be funded most 
economically with a derivative. It integrates output describing the proposed REMIC 
Pool structure (line 5-24) from the REMIC Pool Planning and Stress Process (block 5- 
03), with output describing derivative costs (line 5-23) from the Derivatives Model (block 
5-02). For example, if the user proposes (line 5-13) a LIBOR based FLT/INV Class 
combination funded with SUP cash flow and proposes LIBOR corridors to fund part of 
the FLT Class (line 5-12), the FLT/INV Class data first are processed by the REMIC 
Pool Planning and Stress Process which calculates the SUP cash flow. The derivatives 
data first are processed by the Derivatives Model to prepare appropriate corridor cost 
tables and relevant inverse-rate data tables. The output data of both of these 
processes are combined in the FLT/INV Class Structuring Process for integrated 
analysis. 
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A derivative integrated into an EFC Series structure may be indexed to a notional 
amount that declines with the balance outstanding from time to time of a SUP cash flow 
or a target scheduled for a FLT Class. These notional amounts are determined by the 
REMIC Pool Planning and Stress Process (block 5-03) and transferred (line 5-24) to the 
FLT/INV Class Structuring Process (block 5-04). On the other hand, the derivative may 
be indexed to a notional amount that declines with the balance of the underlying 
Mortgage Asset Account, or to the balance of a reference PC Pool or other independent 
financial information. Schedules of projected outstanding balances of Mortgage Asset 
Accounts are calculated by the Asset Pool Prepayment Model (block 5-01) and 
uploaded (line 5-21) to the Derivatives Model (block 5-02) and from there are 
transferred (line 5-23) to the FLT/INV Class Structuring Process (block 5-04). 
Independent reference information is input by the user (line 5-12). Figures 10-1 through 
10-4 illustrate part an exemplary table of notional principal amount schedules 
determined by the REMIC Pool Planning and Stress Process and uploaded to the 
FLT/INV Class Structuring Process for analysis of a derivative indexed to the cash flow 
supporting EF and ES Classes. Figs. 10-1 to 10-4 constitute a single table which is 
properly viewed by placing each drawing sheet side by side in sequence. Fig. 10-5 is a 
table explaining the notation and abbreviations used in the columnar headings of Figs. 
10-1 to 10-4. 

The FLT/INV Class Structuring Process (block 5-04) also computes valuations 
for the INV Classes affected by the derivatives planned for the EFC Series. Usually, the 
market for EFC Series is driven by the cash flow requirements of PAC and FLT Class 
investors, and the EFC Series System generates FLT Classes to meet these 
requirements. Thus, the use of derivatives to fund FLT Classes usually leads to 
modifications in the interest rate formula of the related INV Class. The FLT/INV Class 
Structuring Process translates the proposed derivatives into appropriate inverse-rate 
formulae and calculates price adjustment tables for the INV Classes as a function of the 
adjusted inverse-rate formulae. Figures 11-1 through 11-4 illustrate part of an 
exemplary, determination by the FLT/INV Class Structuring Process of the value of a 
proposed inverse-rate formula when calculated against historical values of LIBOR. 
Figs. 11-1 to 11-4 constitute a single table which is properly viewed by placing Figs. 
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11-1 and 11-3 side by side and Figs. 11-2 and 11-4 side by side, with Fig. 11-2 beneath 
Fig. 11-1. Fig. 1 1-5 is a table explaining the notation and abbreviations used in the 
columnar headings of Figs. 11-1 to 11-4. 

The results of the calculation by the FLT/INV Class Structuring Process (5-04) 
loop back iteratively (line 5-25) into the REMIC Pool Planning and Stress Process (block 
5-03). For example, value increases calculated by the FLT/INV Class Structuring 
Process may lead to a reassessment of the size of the related PAC Class support. This 
information may feed back to the user (line 5-41) and lead to a revision in the Class 
data and prepayment data input at 5-13. This iterative process may continue over a 
period of weeks as additional assets (line 5-11) and Classes (Iine5-13) are added to the 
Series. 

The output (line 5-26) of the REMIC Pool Planning and Stress Process (block 5- 
03) and the output (line 5-27) of the FLT/INV Class Structuring Process (block 5-04) 
combine to form a complete proposed structure for the EFC Series. At the next stage of 
the EFC Series System, these items are entered in the Risk, Operational and Legal 
Evaluation Process (block 5-05). This process calculates the interest-rate risk and 
credit risk of any issuer positions in the structure and evaluates them against Corporate 
guidelines. Any risks exceeding guidelines are documented and transferred to the 
Financial Planning Function (Figure 4, block 4-21). The Risk, Operational and Legal 
Evaluation Process also estimates the issuer's resources required to settle and 
administer the Series and transfers this estimation to the Business Planning Function 
(Figure 4, block 4-23). 

The Risk, Operational and Legal Evaluation Process (block 5-05) forms the 
interface between the proposed EFC Series and the issuer's legal review functions 
(Figure 4, block 4-22). These functions assure that the proposed EFC Series conform 
to applicable federal and state laws and to the issuer's policies regarding investment 
securities. If the review function determines noncompliance of any aspect of the 
proposed EFC Series, the reviewing party may propose structural changes intended to 
correct the noncompliance (lines 5-42, 5-43). For example, if the review discloses a 
Class impermissibly issued by an investment trust pool, the reviewing party may use the 
Risk, Operational and Legal Evaluation Process interface to evaluate the feasibility of 
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restructuring the Series to issue the Class from a REMIC Pool, and then may 
recommend the restructuring. 

After a proposed EFC Series structure completes the Risk, Operational and 
Legal Evaluation Process (block 5-05), it is a complete approved plan ready for 
operational implementation. Usually, it is transferred (line 5-31) to the Series Validation 
Process (Figure 12, block 7-01 ) of the Deal Structure Module as the user input for a 
Series to be issued. 

Figure 12 depicts the principal data processing systems components of the Deal 
Structure Module of the EFC Series System (Figure 4, block 4-02). This Module verifies 
user Series structure and initializes the data processing files for the Series. These files 
are used as the basis for monitoring the delivery of assets, preparing the disclosure 
information, issuing the EFC Classes and paying the EFC Series. The process begins 
with input by a user (line 7-1 1) to the Series Validation Process (block 7-01). 
Frequently, this input is the data detailing the Series plan approved by the Risk, 
Operational and Legal Evaluation Process of the Risk Analysis and Planning Module 
(Figure 5, block 5-05). 

The Series Validation Process (block 7-01) generates a list of data requirements 
for the type of Series proposed and cross-checks the list against the input data 
describing the Series structure (line 7-11). Often, the input data is incomplete or 
incorrect and the Series Validation Process generates a Deliverables Checklist detailing 
the items required to completely and correctly initialize the Deal Structure Module. The 
Deliverables Checklist is transmitted to the user (line 7-41) for completion and 
resubmission (line 7-11). This is an interactive function that continues until the Series 
data requirements are complete and correct. Further, the Deal Structure Module allows 
the user to make changes to the Series structure for a period of time after initialization. 
These changes are entered into the Module by means of this loop. 

The Series Validation Process (block 7-01) prepares and manages the data files 
for each new Series. As the user description of the Series structure is completed and 
corrected, the Series Validation Process creates the initial asset files, class files, 
disclosure files and payment files for the Series. The data are entered into a 
management data base called the Tracking System which is updated and changed 
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interactively for a period of weeks as the user adjusts the Series structure in response 
to changing market conditions. 

A key function of the Series Validation Process (block 7-01) is the verification of 
the cash flows of the Series structure. The data entered into the Tracking System 
includes a description of the kind of assets expected to be delivered to fund the Series, 
the characteristics of the Classes to be issued by the Series and the rules for allocating 
payments from the assets to the Classes. The Tracking System verifies that for all 
possible payment scenarios, monthly payments received on the mortgage-backed and 
derivative assets equals monthly payments made on the Classes and the derivative 
positions. 

The Series Validation Process (block 7-01) coordinates an independent 
verification by an outside party, Independent Securities Verification Function (Figure 4, 
block 4-28). This Independent Securities Verification Function receives the data 
describing the EFC Series structure and independently verifies that payments received 
by the EFC Series correspond to its payment obligations. If the verification fails, the 
deficiency is reported to the user via the completion loop (line 7-41) of the Series 
Validation Process. 

The Disclosure Validation Process (block 7-04) also performs important 
verification functions. A Series Prospectus may make representations regarding the 
performance characteristics of certain of the EFC Classes. For example, PAC Classes 
may be represented as paying according to schedule if prepayments remain within a 
specified PSA range. Derivative positions may be expected to support a maximum rate 
schedule if prepayments are uncorrelated with index values. Sequential Classes may 
be represented as having weighted average lives which information is a basis for 
determining compliance with regulatory guidelines. These conditions are important to 
investors, but are complex and difficult to determine. The EFC Series System assumes 
the responsibility for making these calculations by disclosing the results and 
representing them to investors. 

The Disclosure Validation Process (block 7-04) verifies that the conditions to be 
represented by EFC Series are met. The Disclosure Validation Process uses the 
Tracking System to accesses the EFC Series data files (line 7-23) and create the 
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appropriate scenarios to test the conditions. The scenarios are run against the data 
files and the results compared to the planned disclosure. The Disclosure Validation 
Process also coordinates an independent verification of the conditions by the 
Independent Securities Verification Function (Figure 4, block 4-28). If the Series 
structure fails either of these verification tests or if there are material differences, then 
the failure feeds back to the EFC Series data base and the user (lines 7-42 and 7-41) 
for resolution. Resolution may take the form of a change in the Series structure (line 7- 
1 1) starting the process again, or resolution may change the disclosure information on 
which investors may rely. 

As the specifications for a Series are completed, verified and entered into data 
files, the Series Validation Process (block 7-01) makes available (line 7-21 ) to the Asset 
Delivery Process (block 7-02), the Series specifications for mortgage-backed assets. 
The Asset Delivery Process is activated at a later time when it receives the initial 
mortgage-backed asset file from the user (line 7-12), This Process then edits the initial 
asset file item by item to assure that the initial assets conform to the asset requirements 
used during the planning phases of the Series and reflected in the conditions 
represented by the disclosure for the Series. Edit failures are communicated to the user 
for resolution (line 7-43). Resolution may be achieved, for example, by substituting 
conforming assets (line 7-12) or by revising Series representations (line 7-1 1 ). When 
the editing process is completed, the Asset Delivery Process prepares the expected 
assets file for the Series. 

The Asset Delivery Process (block 7-02) transfers the expected asset file to the 
appropriate transfer agent, depending on the type of asset (Figure 4, block 4-24). At 
settlement, this file is matched by the wire room of the transfer agent to the file of assets 
actually delivered. Any delivery failures are reported back to the Asset Delivery Process 
for resolution. After all delivery failures are resolved, the Asset Delivery Process 
prepares the final asset files for the Series and enters the data in the All Systems Data 
Base (Figure 4, block 4-26). 

The Derivative Account Initialization Process (block 7-03) functions to set up the 
account files for the derivative assets of the Series and to monitor the delivery of these 
assets. As the specifications for a Series are completed, verified and entered into data 
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files by the Series Validation Process (block 7-01), the Derivative Account Initialization 
Process draws on the files (line 7-22) for the derivative assets specifications. The 
Derivative Account Initialization Process edits the specifications for the interest-rate 
derivatives against the terms and conditions of the applicable Master Agreement and 
generates the required trade tickets. After the editing step is completed, the Derivative 
Account Initialization Process prepares an expected derivatives file and enters the data 
regarding the derivatives into the All Systems Data Base (Figure 4, block 4-26). At 
settlement, the Derivative Account Initialization Process (block 7-03) receives and 
records confirmations of the derivatives positions of the Series and matches the 
confirmations against the expected derivatives file. Any delivery failures are resolved 
and the Derivative Account Initialization Process prepares the final derivatives file. 

Information developed by the Disclosure Validation Process (block 7-04) forms 
part of the basis (line 7-25) for the Prospectus Preparation Process (block 7-06). The 
Prospectus is a text description of the Series that describes legally binding terms and 
conditions of the Classes, such as payment dates, holder of record dates, interest rates 
and methods of payment. The Prospectus also frequently includes charts and tables 
describing assumed prepayments and yields for the Classes under various scenarios. 
These charts and tables are a significant part of the Series because investors rely on 
them when purchasing Classes. The Prospectus Preparation Process prepares this 
text both for printed distribution and for electronic posting on, for example, the issuer's 
Internet Web-Site (line 7-27). 

The Prospectus Preparation Process (block 7-06) begins when a user enters a 
description of the Series structure (line 7-1 1 ). The Process reviews prior Series and 
identifies one with characteristics similar to the current Series. The Process then 
notifies the Typesetting and Printing Function ( Figure 4, block 4-27) to activate the old 
document for modification. Depending on the complexity and features of the current 
Series, the old document will be revised, often extensively, to incorporate a different mix 
of features, integrate these features, and reflect the economics of the current structure. 
This process takes several drafts and incorporates charts, tables and other information 
serially as it becomes available through the Disclosure Validation Process (block 7-04). 
The last step in the iterative portion of the process is the receipt of the final payment 
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dates and CUSIP numbers for the Classes. When this is received, notice is sent to the 
Typesetting and Printing Function to generate the physical documents. 

The Electronic Disclosure Initialization Process (block 7-07) receives information 
(line 7-26) developed by the Disclosure Validation Process (block 7-04) as the basis for 
disclosure on the Internet. This process creates an initial disclosure file with Class level 
data. For each Class of the Series, the file shows the original principal (or notional 
principal) amount, class coupon, interest type, principal type, wal, final maturity and 
CUSIP. The process also records in the file data that will be the basis for Internet 
disclosure at the Series level. 

Figure 13 depicts the principal data processing systems components of the 
Series Administration Module (Figure 4, block 4-03). This Module is activated several 
days before settlement of the Series and performs functions related to the issuance of 
the Classes and to their continuing payment. These processes begin with data input 
(line 8-1 1 ) to the Series Issuance Process (block 8-01 ). Usually, the input items are the 
Class files, derivatives files and disclosure files prepared by the various Deal Structure 
Module processes (Figure 12, blocks 7-03, 7-05, 7-06 and 7-07). 

The Series Issuance Process (block 8-01) functions together with the applicable 
fiscal agent (Figure 4, block 4-25) to create the Classes. Most Classes are issued as 
book-entry securities through the Federal Reserve Bank ("FRB") system or through The 
Depository Trust Company system. The process begins by assigning CUSIP numbers 
to the Classes to be issued by a Series. The Series Issuance Process generates an 
original issue file, CUSIP report and broadcast file for the Series. The original issue file 
contains the class level data required for Series issuance and is a base file for releasing 
the securities. The CUSIP report is forwarded to the CUSIP Bureau and the broadcast 
file is forwarded to the FRB or other fiscal agent. 

When the Series Issuance Process (block 8-01 ) forwards the broadcast file to the 
FRB, it verifies the data against the Prospectus, derivative trade tickets and other 
information created by the Deal Structure Module. If necessary, the Series Issuance 
Process corrects the original issue file and forwards any revisions to the FRB or other 
fiscal agent. After verification, the Series Issuance Process sends the original issue file 
to the wire room or other transfer agent (Figure 4, block 4-25). 
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On the day the Series is issued, the Legal Function (Figure 4, block 4-22) notifies 
the Series Issuance Process (block 8-01) that the closing conditions have been met and 
authorizes the release of the Classes. The Series Issuance Process then notifies the 
wire room (or transfer agent) to transfer of the securities to the user accounts and to 
begin payment. The Series Issuance Process prints the original issue settlement 
confirmations and reconciles the cash and original issue wires. 

The Derivatives Tracking System (block 8-02) creates and maintains accounts 
for the derivative instrument components of the Series. When the Series Issuance 
Process (block 8-01) verifies the original issue file, it forwards the derivatives account 
data (line 8-13) to the Derivatives Tracking System. The Derivatives Tracking System 
verifies the status of the derivative accounts and creates the final derivatives files for the 
Series. At this time, the accounts typically are operative except for the pre-condition of 
the settlement of the Series. 

On the day the Series is issued, the Legal Function (Figure 4, block 4-22) notifies 
the Derivatives Tracking System (block 8-02) that the closing conditions have been met 
and authorizes the activation of the derivative accounts. The Derivatives Tracking 
System then activates the derivative accounts to make and receive payments from 
counterparties. In some cases, amounts payable on a Class may be conditioned on the 
status of a related derivative account. When the Derivatives Tracking System activates 
such a conditioning account, the Derivatives Tracking System creates a continuing 
notice (line 8-15) of the condition status for the Class Payment Process. 

The Class Payment Process (block 8-03) receives the verified class level data 
(line 8-12) needed to make payments on the Classes from the Series Issuance Process 
(block 8-01) and, in some cases, receives conditioning data (line 8-15) from the 
derivatives Tracking System (block 8-02). At this point the Class Payment Process 
queries the All Systems Data Base (Figure 4, block 4-26) to determine if the asset data 
have been loaded. When the asset data are loaded, the Class Payment Process runs 
the first payment for the Series and prints reports that are used to reconcile the cash 
flows from the assets of the Series with the Series payment rules in the Prospectus and 
the payment factors on the Classes. The Class Payment Process tries out the payment 
rules and floater formulae and initiates data corrections if necessary. After any 
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necessary data corrections are made, the Class Payment Process finalizes the class 
payment file. 

The Class Payment Process (block 8-03) processes payment through the class 
payment file. The Class Payment Process selects the Series that need to be run and 
executes the payment runs through the class payment file. The determination of the 
amount of principal payable on a Class is a complex process. First, the amounts of 
principal paid on the applicable asset pools must be determined. Next, these amounts 
must be processed through the structural components for a Series, as shown in Figure 
1 . At each step in the structure flowthrough, the amounts must be processed through 
the allocation rules and/or conditions applicable to that structural element. Finally, the 
amounts must be tested against any Series level conditions that may apply to the Class 
principal payments. 

The determination of the interest payable on floating-rate and inverse-rate 
Classes also is a complex process. The Class Payment Process (block 8-03) gathers 
all of the index rates from their various locations. Some examples of locations include 
the Wall Street Journal and the H15. Once the rates are gathered and input into the 
payment system they are reviewed. The system then goes through all of the payment 
rules of all the Series to determine the updated coupons. Once the process is finished, 
the group creates the floater disclosure files and the coupons are verified manually. 
Floater tie out reports are generated and the group ties out the files with the reports. 
When the files are tied out, the files are sent (line 8-16) to the Electronic Disclosure 
System (block 8-04). 

The determination of the amounts payable on derivative instruments involves 
both of these complexities. Typically, the derivative has a notional principal amount 
indexed to principal payments made on a Class of the Series. It also has an index rate 
that is a function of the index used for a floating-rate Class of the Series. The Class 
Payment Process (block 8-03) must identify the applicable parameters used by the 
derivative components and trace these parameters through both the principal 
determination system and the interest determination system. 

When the payment processing is complete, the Class Payment Process (block 
8-03) checks the job monitor for errors and/or terminations. The Class Payment 
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Process then reconciles the asset cash flows to the Class payments. After the payment 
process has been run for all Series, the Class Payment Process runs the REMIC 
residual class payment executable which rolls up payment to the ultimate residual 
classes of Series with tiers of REMICs. For callable processing, the Class Payment 
Process runs the call redemption executable and integrates redemption payments with 
the normal payment process. 

The Class Payment Process (block 8-03) generates payment files for the paying 
agents containing all securities that are paid through the respective paying agent. Once 
the file is created, it is reconciled to the payment information generated earlier in the 
process. When it is properly tied out, the file is transmitted to the respective paying 
agent (line 8-16). Upon receipt, the paying agents edits the file and clears any edits 
through the Class Payment Process (line 8-21). After the information is completely 
verified, the paying agents generate a P & I payment proof that is transmitted (line 8-21) 
to the Class Payment Process where it is tied out. After this check is completed, the 
Class Payment Process authorizes payment. 
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The Electronic Disclosure System (block 8-04) posts and maintains files on the 
Internet that contain investor information. In particular, the amount of principal payable 
on a Class is not known in advance and must be determined on a monthly basis by the 
Class Payment Process (block 8-03). As soon as these determinations are made, the 
Electronic Disclosure System posts the amounts to the Internet as a quick and reliable 
way of notifying investors. Similarly, floating-rates and inverse-rates on Classes are not 
known in advance and must be determined, usually on a monthly basis. The Electronic 
Disclosure System posts the amounts to the Internet as soon as these determinations 
are made. 

The Electronic Disclosure System (block 8-04) also maintains disclosure files 
applicable to the Series as a whole. These files include asset assumptions, assets 
actually delivered, payment schedules, PAC tables and settlement schedules. The 
Electronic Disclosure System receives tax information (line 8-18) related to the Series 
and its Classes from the Tax Reporting System (block 8-05) and posts this information 
to, for example, Internet files. 
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The Tax Reporting System (block 8-05) prepares tax files for the appropriate 
structural components of a Series. In Figure 1, for example, each of the REMIC Pools 
(blocks 1-11, 1-12 and 1-130 and EFC Pools (blocks 1-14 and 1-15) is a separate 
person for federal income tax purposes. Further, different tax rules apply to the various 
structural components. The REMIC Rules apply to the REMIC Pools and the Grantor 
Trust Rules apply to the EFC Pools. The Tax Reporting System also prepares tax files 
regarding the information required to be disclosed of the Classes of the Series. 

The information needed for the tax files comes from a variety of sources. 
Information that is available at settlement and is constant throughout the life of the 
Series generally is available to the Tax Reporting System through (line 8-14) the Series 
Issuance Process. Such information includes initial asset values, Class prices, 
derivatives premiums and settlement cash payments. It also includes formulas to be 
used for the section 212 expense allocation to the structural components of the Series. 
Other information, such as floating-rates, inverse-rates and derivative rates must be 
determined on a monthly bases. This information generally is available to the Tax 
Reporting System through (line 8-17) the Class Payment Process. 

As the information is entered into the Tax Reporting System (block 8-05), queries 
are run to validate that the information is stored correctly in the database. The Tax 
Reporting System runs the tax closing programs through the tax system and checks the 
job monitor for errors and edits. The Tax Reporting System then runs more queries to 
insure that the data is reasonable. The Tax Reporting System compares the cash flows 
from the Series Validation Process (Figure 7, block 7-01 ) to the cash flows from the tax 
files. If there are differences, the Tax Reporting System performs any necessary data 
corrections. The process continues until the all Series records tie. 

The Tax Reporting System (block 8-05) obtains tax identification numbers for the 
pools established by the Series and verifies that all necessary and appropriate tax 
elections have been made. The Tax Reporting System also submits required Tax 
Forms 881 1 . On a monthly basis after the Class Payment Process (block 8-03) is 
complete, the Tax Reporting System generates the monthly tax information. Automated 
edits are generated through the system and the results are stored. The reinvestment 
program is run for deals with this cash flow feature. Lastly the alternative tax program is 
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run for investment trust transactions after settlement (see Figure 1 , blocks 1-41 , 1-42 
and 1-43). When the job stream is finished, the Tax Reporting System prints a job 
monitor showing any edits and errors for review. The Tax Reporting System creates the 
class level Form 1099 tax information and transfers (line 8-18) the information to the 
Electronic Disclosure System (block 8-04). 

On a quarterly basis the Tax Reporting System (block 8-05) rolls up pro rata 
portions of four months of data to create the quarterly information. The group selects 
deals to run through the quarterly process and runs them through the quarterly tier level 
programs. It then checks the job monitor and resolves any outstanding edits or errors. 
Once the deals have been cleared and rerun, the Tax Reporting System prepares the 
quarterly tax documentation for review. After review, the quarter Schedule Qs tax 
reports are printed and mailed to the holders. 

The Tax Reporting System (block 8-05) prepares the annual tax reporting 
required for all Classes. The Series are selected and run through the tax system and 
the reports are printed. The output items of this process are the Forms 1066, K-1s and 
backup documentation for each of the structural components of each Series. The 
algorithms used for a component are a function of the tax status of that component. 
REMIC Rules apply to REMIC Pools and Grantor Trust Rules apply to EFC Pools. The 
information is reviewed and sorted by holder and then is mailed to the investors. 

It will be apparent to those skilled in the art that various modifications and 
variations can be made to the invention without departing from the scope or spirit of the 
invention. For example, the present invention is not limited to creating investment 
securities by adjusting the principal and interest cash flows on floating rate and inverse 
floating rate bonds, as disclosed in the above-described examples. Other possible 
applications of the invention for creating investment securities from interest-rate 
derivatives and mortgage pools include adjusting the principal and interest cash flows 
on Planned Amortization Classes, Targeted Amortization Classes, Scheduled Classes, 
Accrual Classes and/or Sequential Pay Classes. Other modifications and embodiments 
of the invention will be apparent to those skilled in the art from consideration of the 
specification and practice of the invention disclosed herein. Therefore, it is intended that 
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the specification and examples be considered as exemplary only, with a true scope and 
spirit of the invention being indicated by the following claims. 
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